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SUBJECT: ECE STEEL COMMITTEE, SEMINAR ON UTILIZATION OF PRE- 
REDUCED MATERIAL IN ELECTRIC ARC FURNACES 

FOR RICHARD SPRINGER 

PLEASE TRANSMIT FOLLOWING ABSTRACT OF EXXON CORP. PAPER TO 
MR. MESSY OF ECE STEEL COMMITTEE SECRETARIAT FOR TRANS- 
LATION AND PROCESSING ASAP: 

"IRON ORE PARITY - A CONCEPT FOR PREDICTING STEEL SCRAP AND 
DIRECT REDUCED MATERIAL PRICES" BY D.D. MACLAREN (EXXON 
ENTERPRISES, INC.); W.R. GUYER (EXXON ENTERPRISES, INC.); 

F. C. CATANEO (EXXON RESEARCH AND ENGINEERING CO); AND G. 
MAURI (EXXON RESEARCH AND ENGINEERING CO.). 

THE STEEL SCRAP MARKET HAS ALWAYS BEEN CHARACTERIZED BY 
WIDE FLUCTUATIONS IN PRICE, MAKING IT DIFFICULT FOR 
ELECTRIC EURNACE STEEL MAKERS TO PROJECT THE COST OE THEIR 
BASIC RAW MATERIAL. DIRECT REDUCED IRON, AS A NEW SOURCE 
OF METALLICS, SHOULD STABILIZE FUTURE SCRAP PRICES. 

HOWEVER, THE PROBLEM OF FORECASTING SCRAP AND DIRECT 
REDUCED IRON PRICES REMAIN. THE IRON ORE PARITY CONCEPT 
WAS DEVELOPED TO HELP SOLVE THIS PROBLEM. 
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IRON ORE PARITY RECOGNIZES THAT STEEL OE A GIVEN QUALITY 
PRODUCED EROM SCRAP AND/OR DIRECT REDUCED IRON IN AN 
ELECTRIC FURNACE MUST, ON THE AVERAGE, BE PRICE COMPETITIVE 
WITH THE SAME QUALITY STEEL PRODUCED EROM IRON ORE IN A 
BLAST/EURNACE BOE SHOP. SCRAP/DIRECT REDUCED IRON PARITY 
IS BACK-CALCULATED BY SUBSTRACTING ELECTRIC FURNACE 
PROCESSING COSTS EROM THE COST OF STEEL PRODUCED IN A 
LARGE BLAST EURNACE/BOE COMPLEX WHERE THE PRICES OE IRON 
ORE AND COKING COAL ARE MUCH MORE STABLE AND MORE READILY 
EORECAST. IN AN EXPANDING STEEL MARKET, IE THE PRICES OE 
SCRAP AND/OR DIRECT REDUCED IRON DROP BELOW THIS PARITY, 

THE NEXT INCREMENTS OF CAPACITY WILL BE BASED ON ELECTRIC 
EURNACES WHICH WOULD THEN PRODUCE LOWER COST STEEL. 

ONCE THE LAW OF SUPPLY AND DEMAND EORCES THE PRICE OE 
SCRAP AND/OR DIRECT REDUCED IRON ABOVE PARITY, THE NEXT 
INCREMENT OE CAPACITY WILL BE BY BLAST EURNACE TO BRING 
SCRAP DEMAND BACK IN BALANCE. 

OVER A PERIOD OE TIME, ACTUAL SCRAP AND/OR DIRECT 
REDUCED IRON PRICES SHOULD ELUCTUATE AROUND A TREND LINE 
BASED ON PARITY VALUES. CALCULATIONS EOR A PERIOD OE 
YEARS COMPARE EAVORABLY WITH THE AVERAGE HISTORICAL SCRAP 
PRICE TRENDS. PROJECTIONS EOR THE LATE 70'S/EARLY '80 S 
INDICATE AVERAGE PRICES FOR I HMS SOMEWHAT ABOVE 
100 DOLLAR/T WITH GOOD QUALITY DIRECT REDUCED IRON 
ABOVE 20 PERCENT HIGHER. INGERSOLL 
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